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SWIDLER BERLIN T Wobngen ke

Washington, D.C. 20007-5116
Phone 202.424.7500
Fax 202.424.7647

www . swidiaw.com

January 28, 2005
VIA COURIER

Marlene H. Dortch, Secretary

Federal Communications Commission X
Wireline Competition Bureau — CPD —- 214 Appls. CRELALON JAN 2 8 2085
P.O. Box'358145 :

Pittsburgh, PA 15251-5145

Re:  Application of Computer Network Technology Corporation and McDATA Corporationn
For Section 214 Authority to Transfer Control of an Authorized International Carrier

Dear Ms. Dortch:

On behalf of Computer Network Technology Corporation and McDATA Corporation
(collectively “Applicants™), enclosed please find an original and six (6) copies of an application
for Section 214 authority to transfer control of domestic and international authorizations from
Computer Network Technology Corporation to McDATA Corporation.

Also enclosed is a completed Fee Remittance Form 159 and a check in the amount of
$895.00 which satisfies the filing fee required for this Application.

Pursuant to Section 63.04(b) of the Commission’s rules, Applicants submit this filing as a
combined international section 214 transfer of control application and domestic section 214
transfer of control application (“Combined Application™). Applicants have filed the Combined
Application with the International Bureau through the MyIBFS Filing System.

Please direct any questions regarding this filing to the undersigned.

Respectfully submitted,

Bl e g

William B. Wilhelm, Jr.
Brian McDermott

Counsel for Applicants
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554
)
In the Matter of the Joint Application of )
)
Computer Network Technology Corporation )
) File No. ITC-T/C-2005 ___
and )
)  WC Docket No. 05-
McDATA Corporation )
)
Request For Grant of Authority )
Pursuant to Section 214 of the Communications Act )
of 1934, as amended, and Sections 63.04 and 63.24 )
of the Commission’s Rules to Complete a )
Transfer of Control of Computer Network Technology )
Corporation, an Authorized International and )
Domestic Interstate Carrier )
)
JOINT APPLICATION

I INTRODUCTION

A. Summary of Transaction

Computer Network Technology Corporation (“CNT”) and McDATA Corporation
(“McDATA”) (collectively, “Applicants”), pursuant to Section 214 of the Communications Act,
as amended, 47 U.S.C.A. § 214, and Sections 63.04 and 63.24 of the Commission’s rules, 47
C.F.R. §§ 63.04 & 63.24, notify the Commission and respectfully request authority to complete
a series of transactions which will result in a transfer of control of Computer Network

Technology Corporation.
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B. Applfcation Eligible for Streamlined Procéssing

Applicants respectfully submit that this Application is eligible for streamlined processing
pursuant to Sections 63.03 and 63.12 of the Commission’s Rules, 47 C.F.R. §§ 63.03 & 63.12.
With respect to domestic authority, this Application is eligible for streamlined processing pursuant
to Section 63.03(b)(2)(i) because, immediately following the transactions, (1) Applicants and their
affiliates (as defined in Section 3(1) of the Communications Act — “Affiliates™) combined will
hold less than a ten percent (10%) share of the interstate, interexchange market; (2) Applicants and
their Affiliates will provide local exchange service only in areas served by dominant local
exchange carriers (none of which are parties to the proposed transactions) and; (3) none of the
Applicants or their Affiliates are dominant with respect to any service. With respect to
international authority, this Application is eligible for streamlined processing pursuant to Section
63.12(a)«(b) of the Commission’s Rules, 47 C.F.R. §63.12(a)-(b). In particular, Section
63.12(c)(1) is inapplicable because none of the Applicants are foreign carriers, or are affiliated
with any foreign carriers and none of the scenarios outlined in Section 63.12(c) of the
Commission’s Rules, 47 C.F.R. § 63.12(c), apply.

In support of this Application, Applicants provide the following information:

IL THE APPLICANTS
A. Computer Network Technology Corporation (“ CNT”)

CNT is a corporation organized under the laws of the state of Minnesota. CNT’s
address is: Computer Network Technology Corporation, 6000 Nathan Lane North,
Minneapolis, Minnesota 55442. CNT is publicly traded on the Nasdaq National Market
System under the symbol “CMNT”. CNT holds authority to provide global facilities-based and

resold services pursuant to authority granted by the Commission in File No. ITC-214-




20030807-0413, effective October 6, 2003. See Public Notice Report No. TEL-00720; DA 03-
3128, released October 9, 2003. After the consummation of the transaction, CNT will retain its
authorization and will continue to provide services to its customers. Additional information on

CNT is available on the company’s website at: http://www.cnt.com and is incorporated herein

by reference.

B. McDATA Corporation (“McDATA”)

McDATA is a Delaware corporation with principal offices located at 380 Interlocken
Crescent, Bloomfield, Colorado 80021. McDATA is publicly traded on the Nasdaq National
Market System. McDATA'’s Class A commo shares are traded under the symbol “MCDTA”
and its Class B common shares are traded under the symbol “MCDT”. Neither McDATA nor
any of its subsidiaries currently have any licenses relating to the provision of
telecommunications services. McDATA'’s revenue from the twelve months ending January 31,
2004 was $418.9 million and for the quarter ending October 31, 2005 was $98.5 million.
Attached as Exhibit B are the most recent 10-K and 10-Q of McDATA that demonstrate that
McDATA is financially qualified to acquire control of CNT. Also attached as Exhibit C are the
management biographies of McDATA'’s key operational personal that demonstrate McDATA’s
managerial qualifications to acquire control of CNT. Additional information on McDATA is
available on the company’s website at: http://www.mcdata.com.

In order to effect the merger, McDATA has created Condor Acquisition, Inc. (“Condor”)
as a newly formed wholly owned subsidiary that was established to effect the merger of CNT.
Condor is a Minnesota corporation with its principal offices located at 380 Interlocken Crescent,
Broomfield, Colorado 80021. Condor is not authorized to provide telecommunication services in

any state.



http://httD://www.cnt.com
http://httu://www.mcdata.com

III. DESCRIPTION OF THE TRANSACTIONS

Applicants have entered into an Agreement and Plan of Merger dated as of January 17,
2005 (“ Merger Agreement”)' through which (1) Condor will be merged with and into CNT
whereupon the separate existence of Condor shall cease and CNT will be the surviving
corporation (“ Surviving Corporation”) and (2) outstanding shares of CNT will be converted
into the right to receive 1.3 shares of McDATA Class A Common Stock plus cash in lieu of
franctional shares and the Surviving Corporation will become a wholly owned subsidiary of
McDATA. Upon completion of the transaction, current MCDATA and CNT stockholders
will own approximately 76% and 24 %, respectively, of McDATA. In light of the structure of
the proposed Transaction, Applicants seek approval for the transfer of control of CNT to
McDATA. Attached as Exhibit A is an illustrative chart describing the proposed Transaction.

Following the consummation of the Transaction, CNT’ s customers will continue to
receive service under the same rates, terms and conditions of service as before. CNT will
become a wholly owned subsidiary of McDATA, will continue to operate and provide services
to CNT’ s customers and will retain the assets used in the provisions of those services. As a
result, the Transaction will be virtually transparent to CNT’ s customers in terms of the services

they receive.

IV. PUBLIC INTEREST STATEMENT

Applicants respectfully submit that the proposed Transaction serves the public interest.
In particular, Applicants submit that (1) the Transaction will increase competition in the

telecommunications market by reinforcing the status of CNT as a viable competitor and (2) the




Transaction will minimize the disruption of service and be virtually transparent to CNT’ s
customers.

The proposed Transaction is expected to facilitate competition by improving the
operational position of both CNT and McDATA. The combination of CNT’s and
McDATA’s complementary products and services will provide customers with the long-term
confidence that their strategic requirements for a storage networking infrastructure needed for
increased productivity, business continuity and regulatory compliance will be met.
Moreover, given that the Transaction will not affect CNT" s rates, terms and conditions of
services, the Transaction will have no negative effects on customers.

V. INFORMATION REQUIRED BY SECTION 63.24(e)

Pursuant to Section 63.24(e)(3) of the Commission’s rules, the Applicants submit the
following information requested in paragraphs (a) through (d) of Section 63.18, for CNT and
McDATA, and also submit the information requested in paragraphs (h) through (p) of Section
63.18 for McDATA:

63.18 (a) Name, address and telephone number of each Applicant:

Transferee:
MCcDATA Corporation (“McDATA™)
380 Interlocken Crescent
Bloomfield, Colorado 80021
(720) 558-8000 (Tel)
Licensee:
Computer Network Technology Corporation (“CNT")
6000 Nathan Lane North
Minneapolis, MN 55442
(763) 268-6000 (Tel)

Licensee is a publicly traded company so no individual Transferor exists.

A copy of the Merger Agreement will be provided upon request.
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63.18 (b) Jurisdiction of Organizations:

Transferee:
McDATA is a corporation organized and existing under the laws
of the State of Delaware.
Licensees:
CNT is a corporation organized and existing under the laws of
the State of Minnesota. .
63.18 (¢) Correspondence concerning this Application should be sent to:

63.18 (d)

63.18 (h)

63.18 (i)

William B. Wilhelm, Jr.

Brian McDermott

Swidler Berlin LLP

3000 K Street NW

Suite 300

Washington, DC 20007

(202) 424-7500 (Tel)

(202) 424-7645 (Fax)
WBWilhelm@swidlaw.com (E-Mail)
BMMcDemott@swidlaw.com (E-Mail)

Neither McDATA nor any of its subsidiaries have any licenses relating to the
provision of telecommunications services.

CNT is authorized to provide facilities-based and resold international services
pursuant to Section 214 authority granted in FCC File No. ITC-214-20030807-
0413. CNT also holds blanket domestic Section 214 authority.

McDATA is publicly traded on the Nasdaq National Market System.
McDATA’s Class A common shares are traded under the symbol “MCDTA”
and its Class B common shares are traded under the symbol “MCDT”.

Following the transactions, to the best of McDATA’s knowledge no person or
entities will directly or indirectly own ten percent (10%) or more of the equity of
McDATA. As a result, McData following the proposed Transaction will be the
only entity that directly or indirectly owns or controls more than 10% of CNT.

To the best of McDATA’s knowledge, there are no officers or directors of
McDATA that also serve as an officer or director of a foreign carrier as defined
in Section 63.09(d).

McI?ATA certifies that it is not a foreign carrier, nor is it affiliated with a
foreign carrier, nor will McDATA be affiliated with a foreign carrier as a result

-6-
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63.18 (j)

63.18 (k)
63.18 (1)
63.18 (m)

63.18 (n)

63.18 (0)

63.18 (p)

of this transaction.

McDATA certifies that it does not seek to provide international
telecommunications services to any destination country where:

(1)  McDATA is a foreign carrier in that country; or

(2) MCcDATA controls a foreign carrier in that country; or

(3)  Any entity that owns more than 25 percent of McDATA, controls a
foreign carrier in that country; or

(4) Two or more foreign carriers (or parties that control foreign carriers)
own, in the aggregate more than 25 percent of McDATA and are parties
to, or the beneficiaries of, a contractual relation affecting the provision or
marketing or international basic telecommunications services in the
United States.

Not applicable.
Not applicable.
Not applicable.

McDATA certifies that it has not agreed to accept special concessions directly
or indirectly from any foreign carrier with respect to any U.S. international route
where the foreign carrier possesses market power on the foreign end of the route
and will not enter into such agreements in the future.

Applicants certify that they are not subject to denial of federal benefits pursuant
to Section 5301 of the Anti-Drug Abuse Act of 1998. See 21 U.S.C. § 853a.
See also 47 C.F.R. §§ 1.2001-1.2003.

Applicants respectfully submit that this Application is eligible for streamlined
processing pursuant to Section 63.12(a)-(b) of the Commission’s Rules, 47 C.F.R.
§63.12(a)-(b). In particular, Section 63.12(c)(1) is inapplicable because none of
the Applicants are or are affiliated with any foreign carriers and none of the
scenarios outlined in Section 63.12(c) of the Commission’s Rules, 47 CFR. §
63.12(c), apply.

INFORMATION REQUIRED BY SECTION 63.04

In lieu of an attachment, pursuant to Commission rule 63.04(b), 47 C.F.R. § 63.04(b)

Applicants submit the following information in support of their request for domestic Section

214 authority in order to address the requirements set forth in Commission Rule 63.04(a)(6)-

(12):




(a)(6)
@)(7)

(a)(®)

(a)(9)

A description of the proposed Transactions is set forth in Section III above.

CNT provides interstate domestic telecommunications services throughout the
United States. CNT also offers intrastate telecommunications services in
Alabama, Arizona, Colorado, Connecticut, Delaware, Florida, Hawaii, Idaho,
Mlinois, Indiana, Iowa, Kansas, Kentucky, Louisiana, Maryland, Massachusetts,
Michigan, Minnesota, Mississippi, Missouri, Montana, Nebraska, Nevada, New
Hampshire, New Jersey, New Mexico, New York, North Carolina, North
Dakota, Ohio, Oklahoma, Oregon, Rhode Island, South Carolina, South Dakota,
Tennessee, Texas, Utah, Vermont, Washington, West Virginia, Wisconsin,
Wyoming and the District of Columbia. CNT has pending request for intrastate
authorization in Alaska, Arkansas, California, Georgia, Maine, Pennsylvania
and Virginia.

McDATA does not provide telecommunications services in any area.

Neither McDATA nor CNT is affiliated, as that term is defined in Section 3(1)
of the Communications Act of 1934, as amended, with any other U.S. domestic
common carrier not listed above.

Applicants respectfully submit that this Application is eligible for streamlined
processing pursuant to Sections 63.03 of the Commission’s Rules, 47 C.F.R.
§63.03. In particular, with respect to domestic authority, this Application is
eligible for streamlined processing pursuant to Section 63.03(b)(2)(i) because,
immediately following the transactions, (1) Applicants and their affiliates (as
defined in Section 3(1) of the Communications Act — “Affiliates™) combined will
hold less than a ten percent (10%) share of the interstate, interexchange market; (2)
Applicants and their Affiliates will provide local exchange service only in areas
served by dominant local exchange carriers (none of which are parties to the
proposed transactions) and; (3) none of the Applicants or their Affiliates are
dominant with respect to any service.

Through this Application, Applicants seek authority with respect to both
international and domestic Section 214 authorizations (this Application is being
separately and concurrently filed with respect to both types of authorities in
compliance with Commission Rule 63.04(b), 47 C.F.R. § 63.04(b)). No other
applications are being filed with the Commission with respect to this transaction.

(a)(10) Prompt completion of the proposed transactions is critical to ensuring that

Applicants can obtain the benefits described in the foregoing application.
Accordingly, Applicants respectfully request that the Commission approve this
Application expeditiously in order to allow Applicants to consummate the
proposed transactions as soon as possible.

(a)(11) Not applicable.



(a)(12) A statement showing how grant of the application will serve the public interest,
convenience and necessity is provided in Section IV above.

VII. CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public interest,
convenience, and necessity would be furthered by a grant of this Application. Indeed, failure to
grant it would directly harm the public interest. In light of the exigent circumstances and, in
particular the need to ensure continuity of service to existing customers, Applicants respectfully
request expedited treatment to permit Applicants to consummate the proposed Transactions as
soon as possible. |

Respectfully submitted,

o A

William B. Wilhelm, Jr.
Brian McDermott

Swidler Berlin LLP

3000 K Street, NW, Suite 300
Washington, DC 20007-5116
(202) 424-7500 (Tel)

(202) 424-7645 (Fax)

January 28, 2005 COUNSEL FOR APPLICATION
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SWIDLER BERLIN w Toe Wb obor

Woashington, D.C. 20007-5116
Phone 202.424.7500
Fax 202.424.7647

www.swidlaw.com

January 28, 2005
VIA COURIER

Marlene H. Dortch, Secretary

Federal Communications Commission

Wireline Competition Bureau — CPD — 214 Appls. PEL/MELLDON JAN 28 2005
P.O. Box'358145 :

Pitisburgh, PA 15251-5145

Re:  Application of Computer Network Technology Corporation and McDATA Corporationn
For Section 214 Authority to Transfer Control of an Authorized International Carrier

Dear Ms. Dortch:

On behalf of Computer Network Technology Corporation and McDATA Corporation
(collectively “Applicants™), enclosed please find an original and six (6) copies of an application
for Section 214 authority to transfer control of domestic and international authorizations from
Computer Network Technology Corporation to McDATA Corporation.

Also enclosed is a completed Fee Remittance Form 159 and a check in the amount of
$895.00 which satisfies the filing fee required for this Application.

Pursuant to Section 63.04(b) of the Commission’s rules, Applicants submit this filing as a
combined international section 214 transfer of control application and domestic section 214
transfer of control application (“Combined Application™). Applicants have filed the Combined
Application with the International Bureau through the MyIBFS Filing System.

Please direct any questions regarding this filing to the undersigned.

Respectfully submitted,

5 A

William B. Wilheim, Jr.
Brian McDermott

Counsel for Applicants

Enclosure




Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554
)
In the Matter of the Joint Application of )
)
Computer Network Technology Corporation )
) FileNo. ITC-T/C-2005 ___
and )
) WC Docket No. 05-
McDATA Corporation )
)
Request For Grant of Authority )
Pursuant to Section 214 of the Communications Act )
of 1934, as amended, and Sections 63.04 and 63.24 )
of the Commission’s Rules to Complete a )
Transfer of Control of Computer Network Technology )
Corporation, an Authorized International and )
Domestic Interstate Carrier )
)
JOINT APPLICATION

I INTRODUCTION

A. Summary of Transaction

Computer Network Technology Corporation (“CNT”) and McDATA Corporation
(“McDATA?) (collectively, “Applicants™), pursuant to Section 214 of the Communications Act,
as amended, 47 U.S.C.A. § 214, and Sections 63.04 and 63.24 of the Commission’s rules, 47
C.F.R. §§ 63.04 & 63.24, notify the Commission and respectfully request authority to complete
a series of transactions which will result in a transfer of control of Computer Network

Technology Corporation.
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B. Application Eligible for Streamlined Processing

Applicants respectfully submit that this Application is eligible for streamlined processing
pursuant to Sections 63.03 and 63.12 of the Commission’s Rules, 47 C.F.R. §§ 63.03 & 63.12.
With respect to domestic authority, this Application is eligible for streamlined processing pursuant
to Section 63.03(b)(2)(i) because, immediately following the transactions, (1) Applicants and their
affiliates (as defined in Section 3(1) of the Communications Act — “Affiliates) combined will
hold less than a ten percent (10%) share of the interstate, interexchange market; (2) Applicants and
their Affiliates will provide local exchange service only in areas served by dominant local
exchange carriers (none of which are parties 'to the prdposed transactions) and; (3) none of the
Applicants or their Affiliates are dominant with respect to any service. With respect to
inteational authority, this Application is eligible for streamlined processing pursuant to Section
63.12(a)-(b) of the Commission’s Rules, 47 C.F.R. §63.12(a)-(b). In particular, Section
63.12(c)(1) is inapplicable because none of the Applicants are foreign carriers, or are affiliated
with any foreign carriers and none of the scenarios outlined in Section 63.12(c) of the
Commission’s Rules, 47 C.F.R. § 63.12(c), apply.

In support of this Application, Applicants provide the following information:

II. THE APPLICANTS
A. Computer Network Technology Corporation (“ CNT”)

CNT is a corporation organized under the laws of the state of Minnesota. CNT’s
address is: Computer Network Technology Corporation, 6000 Nathan Lane North,
Minneapolis, Minnesota 55442. CNT is publicly traded on the Nasdaq National Market
System under the symbol “CMNT”. CNT holds authority to provide global facilities-based and

resold services pursuant to authority granted by the Commission in File No. ITC-214-




20030807-0413, effective October 6, 2003. See Public Notice Report No. TEL-00720; DA 03-
3128, released October 9, 2003. Afier the consummation af the transaction, CNT will retain its
authorization and will continue to provide services to its customers. Additional information on
CNT is available on the company’s website at: http://www.cnt.com and is incorporated herein
by reference.

B. McDATA Corporation (“McDATA”)

McDATA is a Delaware corporation with principal offices located at 380 Interlocken
Crescent, Bloomfield, Colorado 80021. McDATA is publicly traded on the Nasdaq National
Market System. McDATA'’s Class A commor shares are traded under the symbol “MCDTA”
and its Class B common shares are traded under the symbol “MCDT”. Neither McDATA nor
any of its subsidiaries currently have any licenses relating to the provision of
telecommunications services. McDATA’s revenue from the twelve months ending January 31,
2004 was $418.9 million and for the quarter ending October 31, 2005 was $98.5 million.
Attached as Exhibit B are the most recent 10-K and 10-Q of McDATA that demonstrate that
MCcDATA is financially qualified to acquire control of CNT. Also attached as Exhibit C are the
management biographies of MCDATA's key operational personal that demonstrate McDATA’s
managerial qualifications to acquire control of CNT. Additional information on McDATA is
available on the company’s website at: http://www.mcdata.com.

In order to effect the merger, McDATA has created Condor Acquisition, Inc. (*Condor”)
as a newly formed wholly owned subsidiary that was established to effect the merger of CNT.
Condor is a Minnesota corporation with its principal offices located at 380 Interlocken Crescent,

Broomfield, Colorado 80021. Condor is not authorized to provide telecommunication services in

any state.
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III. DESCRIPTION OF THE TRANSACTIONS

Applicants have entered into an Agreement and Plan of Merger dated as of January 17,
2005 (“ Merger Agreement”)' through which (1) Condor will be merged with and into CNT
whereupon the separate existence of Condor shall cease and CNT will be the surviving
corporation (“ Surviving Corporation”) and (2) outstanding shares of CNT will be converted
into the right to receive 1.3 shares of McDATA Class A Common Stock plus cash in lieu of
franctional shares and the Surviving Corporation will become a wholly owned subsidiary of
McDATA. Upon completion of the transaction, current MCDATA and CNT stockholders
will own approximately 76% and 24%, respectively, of McDATA. In light of the structure of
the proposed Transaction, Applicants seek approval for the transfer of control of CNT to
McDATA. Attached as Exhibit A is an illustrative chart describing the proposed Transaction.

Following the consummation of the Transaction, CNT’ s customers will continue to
receive service under the same rates, terms and conditions of service as before. CNT will
become a wholly owned subsidiary of McDATA, will continue to operate and provide services
to CNT’ s customers and will retain the assets used in the provisions of those services. As a
result, the Transaction will be virtually transparent to CNT” s customers in terms of the services

they receive.

IV. PUBLIC INTEREST STATEMENT
Applicants respectfully submit that the proposed Transaction serves the public interest.
In particular, Applicants submit that (1) the Transaction will increase competition in the

telecommunications market by reinforcing the status of CNT as a viable competitor and (2) the



Transaction will minimize the disruption of service and be virtually transparent to CNT' s
customers.

The proposed Tramsaction is expected to facilitate competition by improving the
operational position of both CNT and McDATA. The combination of CNT’s and
McDATA’s complementary products and services will provide customers with the long-term
confidence that their strategic requirements for a storage networking infrastructure needed for
increased productivity, business continuity and regulatory compliance will be met.
Moreover, given that the Transaction will not affect CNT’ s rates, terms and conditions of
services, the Transaction will have no negative effects on customers.

V. INFORMATION REQUIRED BY SECTION 63.24(e)

Pursuant to Section 63.24(e)(3) of the Commission’s rules, the Applicants submit the
following information requested in paragraphs (a) through (d) of Section 63.18, for CNT and
McDATA, and also submit the information requested in paragraphs (h) through (p) of Section
63.18 for McDATA:

63.18 (a) Name, address and telephone number of each Applicant:

Transferee:
McDATA Corporation (“McDATA”)
380 Interlocken Crescent
Bloomfield, Colorado 80021
(720) 558-8000 (Tel)

Licensee:
Computer Network Technology Corporation (“CNT")
6000 Nathan Lane North
Minneapolis, MN 55442
(763) 268-6000 (Tel)

Licensee is a publicly traded company so no individual Transferor exists.

A copy of the Merger Agreement will be provided upon request.

-5-




63.18 (b) Jurisdiction of Organizations:

Transferee:
MCcDATA is a corporation organized and existing under the laws
of the State of Delaware.
Licensees:
CNT is a corporation organized and existing under the laws of
the State of Minnesota.
63.18 (c) Correspondence concerning this Application should be sent to:

63.18 (d)

63.18 (h)

63.18 (i)

William B. Wilheim, Jr.
Brian McDermott
Swidler Berlin LLP
3000 K Street NW
Suite 300

Washington, DC 20007
(202) 424-7500 (Tel)
(202) 424-7645 (Fax)

WBWilhelm@swidlaw.com (E-Mail)
BMMcDermott@swidlaw.com (E-Mail)

Neither McDATA nor any of its subsidiaries have any licenses relating to the
provision of telecommunications services.

CNT is authorized to provide facilities-based and resold international services
pursuant to Section 214 authority granted in FCC File No. ITC-214-20030807-
0413. CNT also holds blanket domestic Section 214 authority.

McDATA is publicly traded on the Nasdaq National Market System.
McDATA’s Class A common shares are traded under the symbol “MCDTA”
and its Class B common shares are traded under the symbol “MCDT”.

Following the transactions, to the best of McDATA’s knowledge no person or
entities will directly or indirectly own ten percent (10%) or more of the equity of
McDATA. As a result, McData following the proposed Transaction will be the
only entity that directly or indirectly owns or controls more than 10% of CNT.

To the best of McDATA’s knowledge, there are no officers or directors of
MCcDATA that also serve as an officer or director of a foreign carrier as defined
in Section 63.09(d).

McI?ATA gem'ﬁes that it is not a foreign carrier, nor is it affiliated with a
foreign carrier, nor will McDATA be affiliated with a foreign carrier as a result
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of this transaction.

63.18(j) McDATA certifies that it does not seck to provide international
telecommunications services to any destination country where:

(1)  McDATA is a foreign carrier in that country; or

(2) McDATA controls a foreign carrier in that country; or

(3)  Any entity that owns more than 25 percent of McDATA, controls a
foreign carrier in that country; or

(4) Two or more foreign carriers (or parties that control foreign carriers)
own, in the aggregate more than 25 percent of McDATA and are parties
to, or the beneficiaries of, a contractual relation affecting the provision or
marketing or international basic telecommunications services in the
United States.

63.18 (k) Not applicable.

63.18 (I) Not applicable.

63.18 (m) Not applicable.

63.18 (n) McDATA certifies that it has not agreed to accept special concessions directly
or indirectly from any foreign carrier with respect to any U.S. international route

where the foreign carrier possesses market power on the foreign end of the route
and will not enter into such agreements in the future.

63.18 (0) Applicants certify that they are not subject to denial of federal benefits pursuant
to Section 5301 of the Anti-Drug Abuse Act of 1998. See 21 U.S.C. § 853a.
See also 47 C.F.R. §§ 1.2001-1.2003.

63.18 (p) Applicants respectfully submit that this Application is eligible for streamlined
processing pursuant to Section 63.12(a)-(b) of the Commission’s Rules, 47 C.F.R.
§63.12(a)-(b). In particular, Section 63.12(c)(1) is inapplicable because none of

the Applicants are or are affiliated with any foreign carriers and none of the
scenarios outlined in Section 63.12(c) of the Commission’s Rules, 47 C.F.R. §

63.12(c), apply.
VL INFORMATION REQUIRED BY SECTION 63.04
In lieu of an attachment, pursuant to Commission rule 63.04(b), 47 C.F.R. § 63.04(b)

Applicants submit the following information in support of their request for domestic Section

214 authority in order to address the requirements set forth in Commission Rule 63.04(a)(6)-

(12):




(a)(6) A description of the proposed Transactions is set forth in Section I1I above.

(a)}(7) CNT provides interstate domestic telecommunications services throughout the
United States. CNT also offers intrastate telecommunications services in
Alabama, Arizona, Colorado, Connecticut, Delaware, Florida, Hawaii, Idaho,
Ilinois, Indiana, Iowa, Kansas, Kentucky, Louisiana, Maryland, Massachusetts,
Michigan, Minnesota, Mississippi, Missouri, Montana, Nebraska, Nevada, New
Hampshire, New Jersey, New Mexico, New York, North Carolina, North
Dakota, Ohio, Oklahoma, Oregon, Rhode Island, South Carolina, South Dakota,
Tennessee, Texas, Utah, Vermont, Washington, West Virginia, Wisconsin,
Wyoming and the District of Columbia. CNT has pending request for intrastate
authorization in Alaska, Arkansas, California, Georgia, Maine, Pennsylvania
and Virginia.

McDATA does not provide telecommunications services in any area.

Neither McDATA nor CNT is affiliated, as that term is defined in Section 3(1)
of the Communications Act of 1934, as amended, with any other U.S. domestic
common carrier not listed above.

(a}(8) Applicants respectfully submit that this Application is eligible for streamlined
processing pursuant to Sections 63.03 of the Commission’s Rules, 47 C.F.R.
§63.03. In particular, with respect to domestic authority, this Application is
eligible for streamlined processing pursuant to Section 63.03(b)(2)(i) because,
immediately following the transactions, (1) Applicants and their affiliates (as
defined in Section 3(1) of the Communications Act — “Affiliates™) combined will
hold less than a ten percent (10%) share of the interstate, interexchange market; (2)
Applicants and their Affiliates will provide local exchange service only in areas
served by dominant local exchange carriers (none of which are parties to the
proposed transactions) and; (3) none of the Applicants or their Affiliates are
dominant with respect to any service.

(a)(9) Through this Application, Applicants seek authority with respect to both
international and domestic Section 214 authorizations (this Application is being
separately and concurrently filed with respect to both types of authorities in
compliance with Commission Rule 63.04(b), 47 C.F.R. § 63.04(b)). No other
applications are being filed with the Commission with respect to this transaction.

(a)(10) Prompt completion of the proposed transactions is critical to ensuring that
Applicants can obtain the benefits described in the foregoing application.
Accordingly, Applicants respectfully request that the Commission approve this
Application expeditiously in order to allow Applicants to consummate the
proposed transactions as soon as possible.

(a)(11) Not applicable.




(2)(12) A statement showing how grant of the application will serve the public interest,
convenience and necessity is provided in Section IV above.

VII. CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public interest,
convenience, and necessity would be furthered by a grant of this Application. Indeed, failure to
grant it would directly harm the public interest. In light of the exigent circumstances and, in
particular the need to ensure continuity of service to existing customers, Applicants respectfully

request expedited treatment to permit Applicants to consummate the proposed Transactions as

soon as possible.

Respectfully submitted,

oA

William B. Wilhelm, Jr.
Brian McDermott

Swidler Berlin LLP

3000 K Street, NW, Suite 300
Washington, DC 20007-5116
(202) 424-7500 (Tel)

(202) 424-7645 (Fax)

January 28, 2005 COUNSEL FOR APPLICATION
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| - UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One) : i
Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the qunrlcrly period ended October 31, 2004
OR

O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934_ '

For ;ﬂ:e transition period from _____ o
' Commission File Number 000-31257

McDATA CORPORATION

(‘E:m name of regltirant ag specifind In Ms charter)

Delaware 84-1421844

(State or other jurisdiction of A.RS. Emphyer
\  incorperstion of orgsnlastien) 1dentification No)

380 Interlocken Crescent, Broomfield, Colorado 80021
(Address of prbt?n! execuilve officesXxlp code)

(720) 558-3000
(Regisirant’s ulephone sumber, incloding ares code) .
. -~

d‘nrmr name, m.-mu 2ddress and former fiscal ym.lcluu.d since lnst report)

Indicate by check mark whether the registrant (1) has filed all reports required 1o be filed by Section 13 or 15(d) of the Secumitl .
Exchange Act of 1934 during the pxcccdmg 12 months (or for such shones period 1hat the regisirant was required o file such reports), -
and (2) has been subject 10 such filing requirements for the past 90days. Yes 1 No O

. lndicate by check mark whethes the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange
Act). Yes @ No O

At November 30, 2004, 81, 000 000 shares of the registrant’s Class A Common Stock were oulstanding and 38 042.765 shares of the
xegastram s Class B Common Stock were ovtstanding.
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Some of the information j.uesémcd in this Quantesly Report on Form 10-Q contains “forward-looking statements” within the

_ rhnnin; of the Private Securities Litigation Reform Act of 1995 (ihe “Reform Act™). Althoogh McDATA Corporstion ("McDATA”

or the “Company,” which may also be referred 10 as “we,” “us™ or “our”™) belicves thal jis eapectations ae based on reasonable .
assumptons within the bounds of jts knowledge of jts businesses and operations; there can be no assurance that actual results will not
differ materially from our expectations. Factors {hat could cause acial resuhs 10 differ materially from expectistions include:
o changes in our selationship with EMC Corporstion, ar EMC, Intemational PBusiness Machines Corporation, or IBM, Hitachi
Data Systems, OF HDS, and our ather disuibution partness and the level of their orders; . _

. our ability to successfully increase sales of McDATA's neiwork switches and mansgement software, including

.. SANavigstor® .
. comj:edﬁon' sn the muli-protocol (Fibre Channe) and 1P) network market, including competitive pricing pressures and .
product give-aways, by our competitors such as Brocade Communication Sysiems, Inc., or Brocade, Qlogic Corp., of
QLogic, Computer Network Technology Corperation, ot CNT, Cisco Systems, Inc., or Cisco, and other IP and multi-
protocol switch and software suppliers; _ . ..
« * our ability 1o expand our product offerings including our ability 10 successfully qualify and ramp sales of new products
(including higher port density, mul-protocol and intelligent network products); .
» uncxpecied en gincering costs or delays, additiona) manufacturing and component costs or production delays that we may
- experience in connection with new product development; _ . . : '

«  aloss of any of our key customers (and our OEMs’ key customers), distributors, rescliers, suppliers or our manufacturers; B

» anychangein business conditions, our business and seles strategy or product devélopment plans, and our ability 10 anract

and retain highly skilled individuals; ’, . :

o any industry of technology changes that cause obsolescence of our products or companents of those produces;

«  ope-time events and other important risks snd factars disclosed previously and from time to ime in ous filings with the US.

Securitics and Exchange Commission, or SEC, including the risk factors discussed in this Quartesly Report; and

o the impact of any acquisitions by us of businesses, products, of 1echnologies, including difficulties in integrating any

acquisitions. . ' _ :

You should nol construe these cavtionary statements as an exhsustive Jist of as any sdmission by us regarding the adequacy of
the disclosures made by us. We cannot alwsys predict of determine afier the fact what factors would cause actual results 1o differ
materially from those indicated by our forward-looking ststements or other siatements. 1n addition, yov sse urged to consider
statements that in¢Jude the terms “believes,” “belief,” “expects,” “plans,” “objectives,” “anticipates,” “intends,” or the like 1o be
uncerain and forward-looking. All cavtionary siatements <hould be 1esd as being applicable to all forward-looking statements

" whezeves they appear. We do not undenake any obligation to publicly update or revise any forwazd-looking statements

3
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PART I - FINANCIAL INFORMATION
MDATA CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)
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" The accémfanying’ noles are an integral pan of these condensed consolidated financial statements.
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CONDENSED CONSOLIDATED INCOME STATEMENTS
(in thousands, except per share data) o
' (unavdited) )
Three Months Ended Nine Moaths Ended
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R ST s T ik MBI R

Cost of revense . _ T - .

A
2

SO 2 TR e R

"é}f ) " “ 2 AT o
eting (excludes amortization of defesved compensation included in
Amortizstion of deferred compensation of $98, 3643, $548 and $1033,

chive]

n 1elated costs *
e Py hatC AR BIDIE BSS L ThPRNREE Fad

Amortization of deferred n (cludes amontization of def
compensation included in cost of revenue of $26, 5285, $162 and $555,

TN T oy ot 1 YRy Tl T TR
Income tax expense (benefit) (618) 30,852 4 . 33210

R AP RELR S, v O B o e P ARRLI D WA BTN

mc?mc 1Y 30 Nt oSS €O s S RERRY
Equity in net Joss of afﬁliazgd company (%gz) . 591) (1,380) (551)

PN ) ST R LY

> Ly gy s . s S < T “““1"“”?‘!"'-3‘:'}

ek

Pt 1 1 <1

CegiiaeE s aRERS

The sccompanying notes are an integral part of these condensed consolidated ﬁmni:i;l statements,
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McDATA CORPORATION '

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
' (tabular amounts in thousands, except pes share data)
(unaudisell)

Note 1 - Overview and Basis of Presentation ' A |
McDATA Corporation (McDATA or the Company) provides Muli-Capable Storage Network Solutions (integrating muhtiple
platforms, networks, protocols and locations) that enables end-cusiomers around the world 10 better utilize their storsge infrasurucrure,
. essily mansge the storage netwerk and implement begt-in-class business continuance solutions sllowing them to be more efficient snd
 effective. McDATA solutions are an integral pan of data services infrasructures sold by most major storage and system vendors,
" including Dell Products L.P. (Dell), EMC Corporation (EMC), Hewleu-Packard (HP), Hitachi DsunSysiems (HDS), International
Busisess Machines Corporation (IBM), SiageTechnology Corporation (STK) and Sun Microsystems, Inc. (Sua). ]

* The accompanying condensed consolidated financial ststements of McDATA and its subsidiarics bave been prepared pursuast .
- 10 the nules and regulations of the Securitics and Exchange Commission. Certain information and footnote disclosures normally .

included in the Company"s annual consolidated financial siaiements have been condensed or omined. The condensed consolidated -

balance sheet as of January 31, 2004 has been derived from the sudited consolidaied financial statements as of that date, but does not

include a)) disclosures required by genesally accepred accounting principles. For funher informstion, please sefer w0 and resd these

intesim condensed consolidated financial statements in conjunciion with the Company’s sudited consolidsted financial statements for *

the year ended Janvary 31, 2004.

The interim condensed consolidated financial simements, in the opinion of management, reflect a sdjustments neeeu-'y fora .
fair presentation of 1he financial position, results of operations and cash flows of the Company for the periods presented. The results
of operations for the interim periods are not necessarily indicative of the sesults of operstions 10 be expecied for the entire fiscal year

or future periods:

_ Recent Accounting Pronouncements .
In Janvary 2004, the Financial Accounting Standards Boasd (FASB) issved Emerging Issues Task Force (EITF) Issue No. 03-1,

The Meaning of Othey-Than Temporary Impairment and his Apglication to Cenain Investments (EITF ¢3-1). EITF 03-1 provides
guidance on the disclosure requirements for other-ithan-iemporary impairments of debt and marketable equity investments that are
accounted for under Statement of Financial Accounting Standasds (SFAS) No. 115, Accounting for Certain lnvestments in Debtand -
Equity Securities (SFAS 115). The adoption of EITF 03-1 would require the Company 10 include certain quantitative and qualitative
disclosures for debt and marketable equity securities classified as available-for-sale or held-10-maturity under SFAS 115 that sre
impaised at ihe balance sheet date but for which an othes-than-1iemporary impsirment has not been recognized. This guidance was ©
be effective for financial periods beginning sfier June 15, 2004; however, its adopiion has been delayed due to proposed additional
guidance concerning the impairment of debt securities. The Company does not anticipate that the adoption of this jssue would have s
material impact on the Company’s financial position or results of operations. : : T

Note 2 ~ ESCON Agreement Amendment

1In 1997, the Company entered into 3 seyvices agreement with McDATA Holdings Corporatitia, a wholly-owned subsidiary of
EMC, to provide manufacturing and disujbuiion menagement services for proprietary mainfigme protocel, or ESCON™, sﬁhchin;
solutions manufactured for and sold 10 IBM. Urider the terms of this agreement, McDATA sgreed 10 manage the ESCON product
manvfacture, design, ordes and product shipment in exchange for a service fee calculatcd as 8 fixed percentage of EMC's ESCON -
revenues. In the second quarter ended July 31, 2004, the Company amended the service agsecment to cffectively assume the ESCON
business operations. This comprises the acceptance of the rights, risks and costs of inventory ownership and distribvtion; accounts

s wee

receivable billing and collections; and sales and marketing sctivities.
- . Effective July 1, 2004, the Company began to fully consolidate the operations of the ESCON product Yine. Under this new
arangement, McDATA recorded $6.6 million of ESCON product 1evenue related to sales made from July 1 through October 31,

2004. In sddition, the Company 1ecosded the ESCON product inventory on the balance sheet and has included outstanding purchase
. comsmitments in the overall contract manufacturer commitments at October 31, 2004 (Note 15). )

_ In connection with ihe assumption of the ESCON business, the Company renegotiated the prior service sgreement with EMC w
include an increased service fee percentage throvgh June 30, 2004. As a result, during the quarter ended July 31, 2004, McDATA
recognized $1.6 million of previously deferred revenue related 1o past service fees which were in dispute. Additionally, the Compawy
remiited to EMC spproximaicly $11 million of ESCON-re)ated colleciions, which had been retained by the Company during the
negotiations and classified in accrued lisbilities in prior periods. S
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Note 3 - Restructuring Ch-rgs" o ' .
" Puring the quarter ended Janvary 31, 2004, the Company announced that it was 12king certain cost improvement sctions, which

" included a workforce 7

charges, facility closure expen

eduction and facility consolidation. Total restructuring costs of $3.5 million consist of sevesance and benefit

ses, and other chasges. Severance and benefit charges of $23 million include severance and velated,

_ employee 1ermination costs associated with the reduction of the Company"s workforce by approximately 92 employees, or 9%.
Facility closure charges of $1.1 million selate to Josses for 8 Jeased engineering facility in Toronto, Canada. In August 2004, the
Compsny entered into agreements 10 sublease this facility 10 an unselated third-party through the Company®s remaining original lesse

. term. In connection wilh these agreements, the Company made a one-tme payment of spproximately $1 ‘milion to satisfy all ofiw

outstanding lease commiunents for this facility, These paymenis wese applied pgainst \he yestructuring reserve sccrual ad

approximate the origin

The following 1able

- 20042

b4 A Il
Changes in estimates

ummarizes the Company’s uiilization of restructuring accruals for the mnemomhs ended October 31,

rovision

a0l penog -]_s?‘;:a‘ré,fi-&?i?r}sgsf@g%}

_ o] estimates made by the Company. As of Octobes 31, 2004, all planned activides undes this plan had been
completed and all remaining accrued lisbilities were paid or scitled. .
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Note 4 - Components of Selected Balance Sheet Accounts

2R S

The Company has made i gﬁiﬁcam investments in pré-producﬁon jnvemary rclated 10 new product introductions where

technological feasibility ha
fiscal 2005, The pre-produc
finished test product curten

< been established and are expecied 10 be scleased in the founh quarier of fiscal 2004 snd the first half of
on inventory includes both raw material component inventory 10 be utilized in final production as well 8
gy in the qualification and 1esting phases 2t OEM pannet and end-user sites. Upon general availability, &

portion of the 1est product will be sold and recognized a5 product revenue under revenoe recognition guide

itrr.:a rg-st

Rcsuucmring_ res
O

? ;.;i: mg 2!?- s6¢ Il-:
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(1) Activity in the warranty reserves is ss follows:

T g BT g ne 1
ReAbr o N2 NG

From time 10 ime the Company is indemnified by its suppliers for warranty claims relaied 1o.éompormus !hﬂ are contained
within its products. In these circumstances, the Company 1ecords a non-cxpensed warranty obligation against which future warranty
claims for those components will be provided by the Company to its customers. .

Note § - Equity Invesiment - . . .
On August 22, 2003, the Company purchased 13.6 million shares of _pxefened'sfock o spproximately 17.3% of the total

" outstanding shases, of Aarohi Communications (Aarohi) for $6 million cash. Aaohi is a privately-owned provider d' nal-!enemiu
imtelligent storage networking technology. In addition 10 the equity invesunent, the Company has entered ino s no:hexchnve supply
arrangement with Aarohi 1o purchase their Application Specific Integraied Circuit chip for mc.luslo.n in tthompany.: new product
Jaunches when, and if, Aarohi’s product becomes generally available. The Company has recorded its share of Awchi®s net Joss of
approximately $262,000 and $1.4 million for the ihyee months and nine months ended Ociober 31, 2004, respectively. Because the
semaining net equity investment has been reduced to 2e10 85 of Ociober 31, 2004, the Co_mpmy v:m no lm.ncogmu its share of
Asrohi’s net Josses and will not provide for additional Josses unless the Company commits to additonal financial suppont for AuoH. ]
which the Company is not required to provide. If Aarohi subsequently reporis net income, then McDATA will resume recognizing its -
share of Aarchi's net income only afier its share of net income equals the sh'are of net Josses not recognized.

During the nine months ended Ociober 31, 2004, the Company puschased sofiwase development services from Aarohi & a cost
of $68,000. These expenses have been classified as rescarch and development expenditures, _

Summarized unavdited financial information for Aarohi is as follows:

Nine Months Ended September 38, 2004

Note 6 - Goodwill snd Intangible assets
Changes in the canrying amounts of goodwi!l are a$ follows:

Purchase pﬁu adjustment (94)

S I T o Y

D R T TN I
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MCDATA CORPORATION

Inc. and Sanesa Systems, Inc. in the third quarter of 2003. No
1ential goodwill adjustments as 8 result of the potential forurs
ded at the time of the scquisitions.

The Company completed its acquisitions of Nishan Systems,
further material purchase adjustments are anticipated except for po
selease of valuation allowance OB the defered tax assets of the scquired companics (hat was recol
' " 9. '
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¢ currently amors2ing i acquised intangible assets with fimite lives oves periods ranging from 1 10 6 years.
004, the Company identified ihe impairment of a customer selaionship asset (the termination
anufaciurer’s Agreement with Computes Network Technalogy Corporation) wilh a net curying
value of $1.0 million. This impaisment was mostly offser by the indemnification by former owners ol Sanera. A netimpairmest -
charge of $50,000 was secorded in general and adminismative expenses during the second quarkes fiscal 2004, In connection with the
sons discussed in Note 3, the Company has retised 2 522 million intangible ssset related 10 the inidal purchase
was fully smortized and did not sesult in a Joss. The following table sommarizes the

The Company §
During the guaries ended July 31,2
Sanera’s prior Origina) Equipment M

cost improvement ac ¢
* of the Toronto. operations 1o 1997. The asset

components of poss

and net intangible asset balances:

Detober 33, 2004 ) T Jesmery 31,2004

Gress . - G .
Carrylng Accomulsted  Net Carrying | Cavrying  Mcromelatnd Net Corrying
Amosat  Amonbatien Ameunt M Amarihstha Ameush

AT (AR B e T SAARL
1,622
B o 2. U AdiliAal

Expected anpual amortization expense 1e)ated 1o acquired intangible assets is as follows:

R

——————

{1) Reflecis the se

maining three months of fiscal 2004.

pense selated 10 scquired intangible assels was £5.6 million and $25 mmio;) for lhe.qnmm mded October 31,

Amortization €x ;
2004 and 2003, respectively. For the nine months ended Ociobes 31, 2004 and 2003, amortization of scquised intangible assels was
$17.2 million and $3.6 million, respectively. _ .

Note 7 ~ Interest and Other Jncome, Net ' n
Intesest and othes income COnsisy of: .

SRR s ]

Note § - Income Tazx
2003 the Company recorded an income tax benefit of $613,000

For the three months ended October 31, 2004 and Octobes 31,
and a provision of §30.9 million, respectively. Income 1ax provisions of $40,000 and $38.2 million were recorded for the nine montl

nded Octobes 31, 2004 and 2003, sespectively. The 1ax provision for fiscal 2004 refects foreign tax that McDATA will owe on the
profivof its foreign branch and subsidiary activitics as well as staic faxes where there ar¢ snsufficient tax operating Josses to offsst
allocable taxable income. No federal tax benefit is recorded becavse the Company has established a valuation allowance ageinst its
entire net domestic deferred 1ax assel The 13x benefit fos the three months ended October 31, 2004 and the ux provision for the nin
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months ended October 31,2004 include a benefit om tbe seconciliaion of US, state and Canadias tax return Liabiitics to taxes

, 2003 includes 8 nom-cash charge of 37

previously accrued. The 1ax provision for the three and nine months ended Ociober 31
million selated to recording a valuation allowance against defered tax assets.
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Note 9 - Net Loss Per Share . . _
Pasic net Joss pey share excludes dilution and & computed by dividing income available 10 common stockholders by the
mber of common shares oustanding fos the period. Diluted net loss per share is based on the weighted-average .
pumber of shares oustanding during each period and the assumned exezcise of dilwive common stock equivalents less the number of
treasury sheres assumed 10 be purchased from the proceeds vsing the average market price of the Company®s common stock for each
of the periods presenied. A diludve effect is ipduded for shates sold in selstion 10 McDATA's agreement with International Business
Machines Corporation (BM) in which the Company granied IBM five-yext wanants for the purchase of vp 10 350,000 shares of
McDATA’s Class B common stock. The JBM warranis ase fully discussed in Note 11. No dilutive effect bas been included for the
convestible subordinated debt issued February 7, 2003 or the shase opions sold in selstion to the convenible svbordinated debt -

becavse of their anti-dilutive impact. .
- Following is 8 reconciliaton berween basic and diluted loss per share:

Tares Montho Ended - Nine Months Ended
Oaedr 3y, - . October 31,.

e A T R sy xR S 1A TR A A

Weighted average shares of common stock ovisianding vsed in computing
basic net income (Joss) pex share
ETTe oh I bEYes T RSO Loy Y o7

R T A
"«v-,l“ . ’ gh

CR

share bas

EN
A

()‘ Enon’s'ﬁﬁ_ s,

. D ? 0i:15€.1

Note 10 ~ Stock-Based Compensation A
The Company has stock-based employee compensation and employee stock puschase plans, which are described mose fully
the Company’s Annual Report on Form 10-K for the year ended January 31, 2004. In sddijon, the Boxrd of Direciors spproved the
Company's 2004 Inducement Equity Grant Plan (the 2004 Flar) ' M2 2004, The 2004 Plan provides for the issuance of now-
qualificd options, stock bonus awer ds, stock purchase swards, stock appreciation rights, stock unit awards and other stock awards for
pewly-hited employecs of ibe Company. A maximum of 3 million shares are issuable under 1he 2004 Plan. As of Octobes 33,2004
there were approximsicly 63 million shares of common stock available for future grants vndes these plazs. AR

The Company sccounts for these plans sccording 10 Accounting Principles Board Opinion Ne. 25, Accounting for Stock Issues
10 Employees” (APB 25), and selated interpretniions and has sdopied the disclosure-only sltemnative of Statement of Financial
Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation” (SFAS No. 123),as amended by SFAS No. 144

. Accounting for ‘Stock-Based Compensation ~ Transition and Disclosure, an smendment of FASB Sisiement No. 123. Any deferred

sation calculated pursvant 1o APB 26 is amontized ratably oves the vesting persiod of the individual options, generally -

stock compen.
two 10 four years, The following 1able lusuates the effect on net Joss per share if the Company had appbie d the fair value recognitio
provisions of SFAS No. 123, : ‘ y .

1l
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Note 11- Stockholders’ Equity : .

Stock Repurchase Plan : . L
The Company's Board of Directors has suthorized a plan for the Company 10 repurchase its common stock (Class A, Class B or
a combination thereof). During the quanier ended October 31, 2004, the Board of Directors rencwed the plan snd reavihorized the
repurchase of up to $50 million of its common shares. This repurchase plan expises on Scpiember 1, 2005 and allows the Company to .
repurchase shares on ihe open market, in ncgotisled ransactions off the masket, or pursvant 1o a 10bS-1 plat sdopied by the ’
Company. The Company adopted a 10b5-1 plan in September 2004, which sllows the Company to repurchase its shares durings
period in which the Company is in possession of matesial non-public information, provided the Company communicates share
tepurchase instructions (0 the broker at 2 ime when the Company was not in possession of such maierial non-public informatioa.
During the guanes ended October 31, 2004, the Company purchased 2 million shares of Class B common stock for $10.1 million.
Since inception’ of the plan, spproximately 3.0 million shares (approximately 679,000 shares of Class A snd spproximately 2.3
million shares of Class B) have been repurchased with a tota} cost of $18.9 million. -

Warranis 1o Purchase Stock .
In September 2004, the Company entered into an OEM agreement with IBM, In conneciion with this sgreement, the Company
granied 1BM five-ycar warranis for the purchase of up to 350,000 shares of McDATA"s Class.B common stock. The warrants are
structured 3n1o three substantially equal iranches at exescise prices of $4.700, $5.052 and $§.405 pex share. The warsants contain
customary terms and conditons, including piggy-back SEC regisustion rights and anti-dilution protections in favor of JBM, and sre
fully exercisable. The warsants have been valued 21 approximately $1.0 million using the Black-Scholes option pricing model with the
following assumpijons: 7isk-free intesest yate of 3.29%, volatility of 80%, dividend rate of 0% and an expected life of five years. The
warrants are recosded as an other assct 1elated 10 the OEM contract and will be amortized ratably over the 60-month term of the OEM

contract as a reduction 0 revense, ’

Note 12 - Comprehensive Loss
Compichensive loss consisted of the following:
Three Momh Ended . Nine Months Ended
October 31, *  Oclober3y,
2004 »0 2008 2000

VIt AT, : RICRTRY AR LT S ALELPa AL
Unrealized Joss-on investments, net of 1ax * 418 13 (746) (304)

U0 3049 R R TS T S (. L%

Note 13- Segmeﬁl Informstion
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The Company has one 1cporting segment 1elating 10 the design, development, manufactuse and sale of open storage networking
solutions that provide highly available, scalable and centrally managed storzge area networks (SANs). The Company's Chief ] :
Operating Decision Makers, as defined by SFAS No, 131, “Disclosures about Segments of an Enterprise and Related Information,” -
allocate sesousces and assess the performance of the Company based on sevenve and overal] profitability.

12
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A significant portion of sevenpe is concentrated with the laxgesi storage OEMS.. For the three months ended October 31, 2004,

" spproximately 49% of total revenue camc from EMC as compared to 54% for she three months ended October 31,2003; 1BM

congibuted approximately 23% of revenve compared to 21% for the three montbs ended October 31, 2003; and HDS contributed Jess

" than J0% for the three months ended Octobes 31 2004, and spproximately’10% fos 1he thyee months ended October 31, 2003, For the

nine months ended October 31,2004, approximately 47% of tota} evenue came from EMC as compared 10 59% for the nine monthe

' ended October 31, 2003; IBM contribuied approximately 25% of toul revenue compared 10 19% fos the nine months ended October
31, 2003; snd HDS contributed approximately 10% of total sevenue for the nine months ended October 31, 2004 and 2003. Other

major storage and sysicm vendors, including Dell, HP, STX and Sun, offer McDATA solutions to their customers. 1n sddition o

© storage and system vendars, the Company has relationships with many resellers, disuibutors and systems integrators. Sales o these

other channels represented 19% and 15% of total sevenve, respéctively for the three months ended October 31, 2004 and 2003 and

-13% snd 12% of to1s) revenue, sespeciively for thé nine months ended October 31,2004 and 2003, - .
- ‘Revenves are stuibvted to geographic areas based on the location of the customess 1o whi;ﬁ‘inod_ncu are shipped. Intemnational

revenues primarsily consist of sales to customers in Western Europe and the gresier Asia Pacific region. Included in-domestic revenues
are sales 1o certain OEM customess who take possession of producis domestically and then diswribume these products 1o their )
international customers. In addition, included in sevenues from Westem Europe are sales 10 certain OEM customers who take
possession of products in distibution centers designated for intemational-bound product and then distribme these

various international regions, The mix of international and domestic zevenue can, thesefore, vary depending on the relative mix of
sales to certain OEM customers. Domestic snd international sevenue was appsoximately 66% and 34% of toul revenue, respectively,
foz the three months ended October 31, 2004, For the three months ended October 31, 2003, domestic and intemnational revenve was
spproximately 66% and 34% of 101l sevenue, respectively. For the nine months ended October 31, 2004, domestic and international
sevenue was approximately 64% and 36% of total 1evenu:: as compared (0 69% and 31%, sespectively for the nine months ended  -°

October 31, 2003.

Note 14 — Related Party Transaction L .
In June 2004, the Company entered into a Sofiware OEM Agreement (OEM Agreement) with Crosswalk, luc. (Crosswalk).
John F. McDonncll, a Class B shareholder of the Company and its former Chairman is the founder and sole direcwor of Crosswalk.
Pursvant to the OEM Agseement, the Company granted Crosswalk a license to develop and integrate the Company’s SANavigator®
sofiware into Crosswalk’s sofiware plsiform, cieate cenain enhancements fos use with such integrated softwase product, and re-brand
such integrated software product with Crosswalk’s irademaks. The Company also granted Crosswalk a limited license 10 distibute -
the integrated sofiware product fumnished by ihe Company. The Company has deferred 3 $250,000 icense fee and is tecognizing
Ticense fee revenve oves the license period of twelve months. Since entering into the agreement, the Compsny has recosded
approximatcly $82,000 of revenue. Upon release and disuibution of the Crosswalk proprictary software, software royalties will be
tecognized in accordance with the 1erms of the OEM Agreement and the Company”s revenue secognition policies. B

As of Ociober 31, 2004, M. McDonnell is no longer a sigxﬁﬁcam holder of the Company's commeon stock and, therefore, is

Ny
1)

’ Jonger considered » sclated party.

Note 15 - Commitment snd Contingencles .

From time 10 5me, the Company is subject to claims arising in the ordinary course of business. In the opinion of mensgement
and, cxcept as set forth below, no such matter, individually or in the aggregate, exisis whichis-expected to have s material advesse . -
effect on the Company's consolidaied sesulls of opesations, financial position of cash flows. - o

On September 9, 2004, the Company entesed into a iriple net office Jease for the foture Jesse of spproximately 168,127 sgoare
feet of office spsce in Broomfield, Colorado (the “New Premises™). The Company inends 1o begin moving its current world’
headquarters Jocation to the New Premises early in 2006 with lease payments commencing in February of 2006. The Company's
cursent headquarter office Jease expires at the end of April 2006, The 1erm of the new Jease is for 11 years (with two 5 year renewal ' - -
options) and is at market Jease rates that are substantisl]y Jowes than the current Jeasc ssi¢ paid by the Company. The base annual
Jease 1atcs per rentable squase foot for the New Premises range fiom $0 in the first year 10 $14.15 in the Tast yeay of the lease, plas
e In addition, the Company has an opuion 10 purchase the New Premises al varying amounts umil December
33, 2005, The Jease and option to purchase have customary terms and conditions.

Manufocturing and Purchase Commitments ‘
The Company has contracted with Ssnmina SCJ Systems, Inc. (SSCI), Solectzon Corporstion (Solectron) snd others

" (coDectively, Contract Manufacturers) for the manufacture of prinied cizcuit boards and box buidd assembly and configuration for

specific mauld-protocel direciors and switches. The agrecments requite the Company 10 submit puschasing forecasts and place orders

13
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sixty calendar days in advance of dclivery. At October 31, 2004, the Compeny's commitment with the Contract Mantfacrurers for
purchases oves the next sixty days 1o1aled $62.7 million. The Company may be lisble for materials that the Contract Manufsciurers
purchase on McDATA’s behalf if the Company’s actusl requirements do ot meet of exceed iis forecasts snd those materials cannot
be yedirected 10 othes uses. Al October 31, 2004, the Compeny bad recorded obligstions of approximately 366 million (See Note 6)
primarily related to matenials purchased by the Contract Manufactusess for certain end-of-life and obsolets material. Management
does not expect the ;ersining commitments undes these agrccments 10 have a matesia) advesse effect on the Company's business,
sesuhs of opesations, financial position or cash flows. , S . ,

The Company has various other comsmitments for sales and purchascs in the ordinary course of business. Is the ng'péple, such )
: ; =,

commitments do pot differ significantly from curient market prices oF anticipated usage requitements.

. we

Lirigation
sonLa ) . ' .
The Company, John F. McDonnell, the former Chairman of the board of ditectors, Dee J. Perry, a former offices and Thomas 0.
McGimpsey a cunient officer weie named as defendsnis in purponied securities class-sction Jawsuits filed in the United States District '
Court, Southern District of New York. The first of these Jawsuits, filed on July 20, 200, js captioned Gutnes v, McDATA L
Corporation, Credit Suisse First Boston (CSFB), Merrill Lynch, Pierce Fenner & Smith Incorporated, Bear, Stearns & Co.. Inc., )
FleeiBoston Robertson Stephens et al., No. 0 CIV. 6627. Three other similas suits were filed against the Company and the .
individuals. The complaints are substantially identical 10 numerous othey complaints filed against other companics that went poblic in
1999 and 2000. These Jawsuits generally allege, among other things, that the regisuation statements and prespectus filed with the
SEC by such companies Were materially false and misleading because they failed (0 disclose (s) that certaln underwrilers bad -
allegedly solicited and seceived excessive and undisclosed commissions from certain investors in exchangs for which the

. underwriters allocated 10 those investors material portions of shares in connecton with the initisl public offerings. o IPOs, and (b)

that cestain of the underwriters had allegedly entered into sgreements with cusiomers whereby the undeswiiters sgreed 10 allocae IPO
shaes in exchange for which the customexs agreed 1o puichase sdditiona} company shares in ihe afiermarket ad pre-determined prices. ‘
The complaints allege clasms against the Company, the named individuals, and CSFB, the Jead underwriter of the Company’s Auvgust -
9, 2000 initial public offering, under Sections 11 and 15 of the Secusities Act of 1933. The complaints also allege claims solely

against CSFB and the other underwriter defendants under Section 12(2)(2) of the Sccurities Act of 1933, and claims against the
individual defendants under Section 10(b) of the Securities Exchange Act of 1934. Althovgh mansgement believes that all of the
Iawsuits are without 1egal mexit and they intend o defend against them vigorously, ihexe is no assurance that the Company will '

prevall - : o

In September 2002, plaintffs’ counsel in the above-mentioned lawsuits offesed 10 individual defendams of many of the public
companies being sued, including the Compeny, the opportunity 10 entex into 8 Reservation of Rights and Tolling Agreement that
would dismiss withoul prejudice and without costs ol claims against such persons if the company iiself had entity coverage insurance.
This agrcement was signed by Mr. McDonnell, the formes Company Chaisman, Mrs. Peryy, he former chiel financial officer, and Mr.
McGimpsey, the cunent Vice President of Business Development and General Counsel and he plaintiffs’ executive commitise.
Under the Resesvation of Rights and Tolling Agreement, the plaintiffs dismissed the claims against such individuals, |

On February 19, 2003, the count in the sbove-mentioned lawsuits entered a ruling on the pcndin‘ motions 10 dismiss, which
dismissed some, bus not a1l, of the plaintffs’ claims 2gainst the Company. These Jawsuits have been consolidated as part ofInRe
Initial Public Offering Securities Litigation (SDNY). The Company has considesed and ppreed to entezinto 8 proposed sctilement
offey with representstives of the plaimiffs in the consolidated proceeding, and we believe that any Tiability on behalf of the Company
that may accrue undey hat sendement offes would be covered by our insurance policies. Until that serlement is fully effective,
management intends 0 vigorously defend apainst the consolidated proceeding. ] ’

. o oo w -

In connection with the Company’s acquisition of Nishan, the Company wai named long with Nishen, varions invesiors of
Mishan, CSFB and centain of the former board members and officers of Nishan in a Jawsuit brought by Asmer Ladf, a former board
member and ex-CEO of Nishan, in the Superior Court of California, County of Santa Clars cn Sepiembes 11, 2003 (a3 amended o
October 10, 2003 2nd March 24, 2004) entisled Aomer Laif v. Nishan Systems, Inc. e1al (J03 CV 004 939). The Complaint makes
varjous allegations against ihe other defendants such as favd, diecrors' breach of the duty of caze, shareholders’ bresch of fiduciary
duty, unjust enrichment, and conspiracy 1o commit unjust ensichment. The allegations made sgainst the Company are vole buying,
unjust enrichment, apd conspirscy 1o commit unjust cnrichment. The allegation made against Nishsn is bresch of Section 1602 of the
California Corporations Code (2 provision dealing with books and records inspection). The complaint primasily secks compenssiory
damapes of aypxozimﬂltly $11.5 million and other selief. The defendanis have spreed that Jawsuit expenses are covered by
indemnification under the merger asgreement from the selling shaseholders of Nishan, The defendants filed » demurrer 1o dismiss this
action, which was denied by ihe Count in January 2004. In May 2004, the defendants filed snother demurzes to dismiss this action. Om
August 6, 2004, the defendants seceived » favossble nuling from the Judpe. The Judge suled against Mr. Laif arid dismissed his

claims
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since they were barzed by California’s appraisal rights statte (Corporations Code Section 1312(a)). The Judge also gave Mr. Latf 20
days leave to attempt to amend his complaint since j1 failed o state facts sufficient 1o constituie a legal cause of action. Mr. Lauf

- subsequently amended his complaint and a demurer heasing occurred on Novembes 16, 2004. In late November, the Judge again
ruled agsinst My, Latif but gave Mr. Laiif unti} December 10, 2004 to amend his complaint again. Afier sign¥icant review of the
allegations made by the plaintff, mansgement suongly belicves that the lawsuit is wholly without legal merit and the Company )

* intends to vigorously defend sgainst this sction.

Indemnifications and Guarantees o ) » ‘
During its normal course of business, the Company may enles into egreements with, among others, cusiomers, rescllers, OEMS,
systems integralors and disuibutors, These agreements typically require the Company 10 indemnify the other party against product
... defects, third party claims or product infsingements on patents or copyrights. The Company provides indemnifications of varying
" . scope and size 10 centain cusiomess against claims of intellectual property infringement made by shird pasties arising from the use of
" In sddition, the majority of these indemnities, commitmenis and guarantees do not provide for any Emitation of the maximum

potential future payments the Company could be obligated 1o make. The Company evalusies and estimates Josses from such ‘
indemnification undes SFAS No. 5, Accounting Jor Contingencies, as interpreted by FASB Interpretation No. 45, To date, the .
Company has not incurred any material costs as a result of such obligations and has not accrued any liabilities related 10 such
indemnification and guaraniees in ow financial statements. ) ’

Note 16 - Subsequent Event .
On November 22, 2004, the Company entered into a five year Master Joint Development and Marketing A"regmm with
QLogic Corporation, a Delaware corporstion (QLogic). Pursuant o this sgreement, the panies will joinily develop, market snd
disusbute 10 select OEMs and other disuibution channe) partners certain joint embedded fabric switch and software offerings that
consist of a Qlogic embedded switch blade product for ihe server environment that is interopesable in McDATA fabrics and with
McDATA’s storage management and security software. QLogic will pay McDATA an initial fee of $4.0 million which will be
deferred initially and yecognized as revenue in sccordance with SAB 104 a1 the expiration of the agreement. QLogic wil) also psy a

unit soyalty on sales of the joint product offering. i .
JTEM 2. Management’s Discussion and Analysis of Finsncial Condition and Results of Operstions

You should read ihe following discussion and onolysis in conjunction with the condensed consolideted financial siotements and
notes thereio included in Jtem 1 of ihis Quarterly Report and with Manogemen's Discussion and Analysis of Financial Condition and
- Results of Operations contained in our Annual Repori filed on Form 10-K, with the Securities and Exchange Commission on April 15,
2004, and as qmended on April 30, 2004 and August 23, 2004. .

Overview .
Competitive and Industry Environment ) ) 4
The market for our multi-protocol SAN switching hardware and softwase products is highly competitive. Our competitors ars

providing or plan 10 provide SAN switching snd routing hasdware and sofiware that is mulii-protocol capable such as Fibre Channel.
over P (FCIP), SCSI oves Internet (SSCST), Internet Fibre Channe) (iFCP) and InfiniBand (IB}:"A number of our current and powential
competilors have longer operating histories, greater name recognition, access 10 larger cusiomes bases, more established dizuibution
channels and subsiantially grester financial and mansgerial resources. To remain compeiilive, we will need w build on the new ’
products snd technologies developed and acquired through our 2003 acquisitions of Nishan and Sanera as well as our investment in
Amrohi Communications. In addition, we continve 10 expand our disuibution channels for our product Bnes, including our Eclipse
switch product Jine, which is based vpon the technology acquired from Nishan. The financial resulis discussed below reflect owr '
efforts 10 expand our channels and to develop our new hardware and software producis for release in the Yast half of fiscal 2004 and - °

_ first half of fiscal 2005. Our recent port sales of hardware products, reflect increases from the third quaner of fiscal 2003 and
sequentially fiom the second quanter of fiscal 2004, Additionally, our Eclipse SAN routing switch saw 3 growth in year to daie sales

" since its release in the founth quaner of fiscal 2003, In addition, our sofiware revenue has sieadily increased from prior years ©
represent slmost 15% of total revenve; up fiom 11% in the third guarter of 2003. Ovr operating expense sesults reflect our continved
product development cfTorts and, in ihe Jast half of 2004, will seflect development and Jsunch-zeisied expenditures as we intsoducs -

new products.
. : ls
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We believe that we are well positioned in the industry with a fu)l complement of hardware and sohwm pmdm that customers
1equize for the next phase of their infrastructure development, Mansgement believes the tend of revenue, control of opersting
expense and the relaled competitive eavironment define the overall performance of the Company and pmvidc 3 specific context t0.
further analyze the fnancul results of the company. »

Revenue Reclassification

Beginning second quarter ended July 31, 2004, we have presented a reformaited classification of revenue to provide further
visibility into our produci Jines and to emphasize our sofiware growth swategy. All prior pcnod: have beu m:hmﬁd to teflect the -
new classification. Qur sevenue comprises the following product categories: . .

e  Product Revenue — revenue from the sales of our director and switch pxoducls (inchuding Ecllpu SAN: nmln)

+ Sofiware and Rclated Maintenance Revenve - revenue fiom the sales of our sofiware licenses and refated maintenance
agreements. Our software maintensnce agreements consist of our standard post-contract services (PCS)tat we s0ldln e
conjunction with the initia) sales of the sofiware hcenses. Thiese services include customer support that provides bug ﬁxa.
‘upgrades and telepbone support.

*  Other Service Revenue ~ sevenue from our professional service offerings as well as services ptwidel under extended
maintenance and upgraded warzanty contracts for our hardware products.

e ESCON Revenue - historical revenue earned from the ESCON service agreement and, begmnin;hdy 1, 2004, revenve- &0-
our ESCON product sales. .

‘. 'ESCON Agreemeni Amendment .

In 1997, we entered inlo a services agreement with McDATA Holdmgs Corposation, a wholly—owned nbddhry of EMC, o
provide manufacturing and disuibution mansgement services for propriclary mainframe pmtocol or ESCON™, switching solutions
manufaciured for and sold 10 JBM. Undes the terms of this agreement, we agreed 10 manage the ESCON product manufacture, design,

“order and product shipment in exchange for a service fee calculaed as a fixed percentage of EMC*s ESCON revenves. In the second

quarier ended July 31, 2004, we amended the service agrecment 10 effectively assume the ESCON business optrations. This
comprises the acceptance of the rights, sisks and costs of inventory ownesship and distribution; accounts receivable billing and
collections; and sales and marketing activities. We clected to amend the service agreement and effectively assome the ESCON
business operations for two primary reasons. First, we belicve thal the gross margin dollass that we will carn by managing the
business in its entirety will exceed the service fees we would have carned under the pnor armangement. Second, a3 a result of our
amendment of the service agreement, we obtained a retroactive increase in the prior sesvice fee.

Therefore, effective July 1, 2004, we began 1o fully consohdale the operations of the ESCON pr'oandlhe'; Undey this new
arrangement, we have recorded $6.6 million of ESCON product sevenue selated 10 sales made from July 1 through Octobes 31, 2004,
1n addition, we recorded the ESCON product inventory on our balance sheet and have included ouistanding purchase commiunems in
our ovesall conact manvfsctures commiiments at Octobes 31, 2004. The ESCON technology is a mature techpology, and therefore,
we anticipate sevenucs from this producn line wil] decline oves 1ime. In the Results of Operations discussion, we classify the ESCON
revenve results a5 “ESCON revenue” in an effort 10 segregsie this business from our current product sales, indnding our next-
generation products, which will be inuoduced in the fourth quarter of fiscal 2004. . _

In 2ddition 1o the assumpnon of the ESCON business, the Company renegotiated the prior service agtumm With EMC 0
include an increased service fee percentage through June 30, 2004. As 3 retull. in the second quaster ended July 31, 2004, we
recognized $1.6 million of previously deferred revenue related to past service fees which were in dispute, Additionally, we remitted S0
EMC appxo:umalcly $1 mxlhz::f ESCON-x:lalad collections, which wese xelamed by us during the negoﬁltiom and classified in

accrved liabilities in prior pen
16
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" Results of Operations : . o
" The following table scis forth cenain financia) dsis for the periods indicated as 3 pescentege of total revenues.
) Three Months Endedl ' Nime Months Ended

Octeber 31, Octeber 31,
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Product revenve of §73.2 million for the three months ended Ociobes 31, 2004 deczeased 9% from $80.) million for the three
Ociober 31, 2003, This decline in product revenve reflects a 16% increase in estimated disector and switch ports sold

_ Product sevenve of $227.4 million for the nine months ended October 31,
2004 decreased 14% from $265.3 million for the nine months ended October 31, 2003, This decline in product revenue reflects a 2%
d ports sold which panially offsets 8 17% decrease in estimasted average sales prices from the nine months ended
¢ increase in sales of hardware ports reflects the market strength of our flex ports a3 well as our mid-range

offset by a 24% deqrease $n estimated avesage sales prices

increase in esumale

switch products despite the economic and competitive envisronment which has lengthened the decision making process of our end-
usess and Jengihencd our sales cycles. We expect the numbes of ports shipped 1o fluctuate depending on the demand for our existing
and newly inuoduced products including the 1iming of product introductions by ous OEM customers. Average ssles price declines
during the third quarter weie grealer than the historical pricing declines typical with our sechnology products. During the third guarte
ended October 31, 2004, we lowered pricing on director chassis 1o take advamage of the ongoing competitive environment in the
high-end direcior product category. These price declines were enabled by the Jowered costs of our director components. We anticipm

the gross masgin impact fiom these pricing actions will be mitigated by the growth in higher margin software sales. Ongoing
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‘competition and macroeconomic factors could continue to provide downward pricing pressuses that could impsct our revense
related margins. Product 1evenve for the third quanier ended Ociobes 31, 2004, includes approximately $13 million of -
nue recorded as a result of previously deferred revenue recognized upon our change in estimates for distributor sales. See
1 the Revenue Recognition section of the Critical Accounting Policies. - : .

growth and
progduct reve
further discussion und .
+ For the three months ended October 31, 2004, software revenue of $14.6 million was a 34% increase from $10.8 Em'llion for the
three months ended October 31,2003, Sofiware revenue of $42.4 million for the nine months cnded October 33, 2004 increased 43%
from $29.7 million for the nine months ended October 31, 2003. This revenue gowth is dpe 1o continved revenve growth from our
sofiware producis, including our SANavigstor?, SANiegrity® and SAN routing software. : . : :

17
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Other service revenue includes professional service tevenue and sevenue carned fiom our upgraded warranty and extended
mainienance CORIacts on ol hardwase products. For the three months ended Octobes 31, 2004, other service revenve increased 83%
10 $5.7 million ss compared 10 $3.] million for the three months ended Octobes 31, 2003. For the nine months ended October 31,
2004, other service revenut increased 78% 10 $14.6 million as compared 10 38.2 millicn for the nine months ended Octobes 31, 2003.
These increases ase due primarily to the sctivaton of extended maintenance and upgraded warranty contracts soM in conjunction with
our hardware products. Jn prios pesiods, we experienced a significant growili in deferred revenve as the attach rates for extended '
mainienance conuacls incressed significantly (primarily thyough IBM ssles). As the standard product warranties on these products

expire, we will convinve 10 see 8 growth in mainienance revenue as the extended conuracls we sctivated and defered revenve I8

secognized. As past of ovr yecently announced OEM agrecment with IBM, we will no Jonger provide the cnd-user suppon services

* through these extended majintenance conuacts. Therefore, revenve from deferved extended maintenance contracts is expecied ©

. compased to 59% for
" 19% for the nine months ended Ociober 31, 2003; and HDS conuibuied approaimately 10% of 1otad revenue for the nine months

decline in fiscal 2006. , .

- ESCON revenues of $5.0 million for the three months ended Octobes 31, 2004 increased 34.3 million from $0.6 million fos the
three months ended October 31, 2003, ESCON sevenues of $9.6 million for 1he nine months ended Octobes 31,2004 increased 79 ' 0
‘million from the §1.6 million for the same period in fisca) 2003, The increase reflccts MCDATA's assumption of the ESCON business
opesations fiom EMC during the second quanies of fiscal 2004 as explained above. As of July 1, 2004, ESCON revenue included
product revenue from sales of these products, In addition, ESCON revenue for the nine months ended October 31, 2004 includes $1.6
million of previously deferved service fees discussed in the Overview above. These fees were deferred in prior periods in sccordancs *

with revenve secognition policies and the contract negotistions s that tme. .

. A significant portion of ous sevenue is concentrated wilh ae Jargest s1013ge OEMs. For the three months ended Oclober 3],
2004, spproximately 49% of our 101al 1evenue came from EMC as compared o 54% for the thiee months ended October 31, 2003;
IBM contibuted approximately 23% of owr revenve compared to 21% for the three months ended October 31, 2003; and HDS
contibuted Jess than 10% for the thiee months ended Ociober 3] 2004, and conuributed 10% of total revenve for the Qwee months
ended Ociober 31,2003, For 1he nine months ended October 31, 2004, approximately 47% of our total revenve came from EMC st
(he nine monihs ended Ociober 31, 2003; 1EM conuibuted spproximately 25% of totl revenue compwred 0

ended October 31, 2004 and 2003. Other major storage and sysiem vendors, including Dell, HP, STK and Sus, offer McDATA
solunions. In addition to our storage and system vendoss, we have selationships with many resellers, distribinors and sysiems
integrators. Sales 10 these other channels represented 19% and 15%, respectively for the three months ended October 31, 2004 ad
2003 and 18% and 12%, respectively for the nine months ended Ociober 31, 2004 and 2003. The decline in the revenue from EMC ss
» pescentage of our sales is the result of the enrance of new compeiitoss into the storage market and the lengthencd sales cycle in the
high-end director matket; as wel] a5 the averall growih in sevenne dollars fsom our other OEMs and non-OEM channels, particularly
TBM with whom we have 8 surengthened selationship. Expanding our reseller, disuibuior and sysiesm iniegraws channels into Small
Medium Emerprise’ (SME) and venical mukets will be a sirategic focus Jor vs as we continue 10 grow our business. However, the
Jevel of sales 1o any single customer may vary and the loss of any one significamt customer, of 8 decresse in the Jevel of sales to any
significant or group of significant cusiomers, could harm our fnancial condition and results of operations. Given the dependencieson
ous Jimited number of OEM resellers combined with an incseasingly comptiitive envisonment, we may expesience continved adverse
price pressures a1 critical times near the end of the fiscal quariess. i addition, the fisca) guaniess Jos many of our Jargest OEM and
yeselles partners begin during the last month of our fiscal quanier. While we do not have complet€ insight into the porchasing

processes of ow OEM snd reseller partners, we believe \hat such partners may puschase some smount of our non-configured product
in anticipation of end-uses CuSIOMEY demend that will be sealized in the ater portion of thejr fiscal quanes, Large end-of-quarier
purchases by ous pasUess could result i Jower futuse sevenues o eamnings if ‘market demand as forecasted by our parmers is not met.

Domestic and international sevenue was approximstely 66% and 34% of our 1012l sevenue, respectively, for the three months
ended Octobes 31, 2004. For the thiee months ended October 31, 2003, domesiic and internations} sevenue was spproximately 66%
and 34% of ovs total revenve, respectively. For the nine months ended Ociober 31, 2004, domesiic and imemational Jevenue was A%
2nd 36% of 10131 e venue 83 compared to 69% and 31%, respectively for the nine months ended October 31, 2003. Revenues are
stuibuted 10 geographic weas based on the Jocation of the customers 10 which our products are shipped. International revenues
primaily consist of sales 10 cusiomers in Western Evrope and the greates Asia Pacific segion. Included in domestic revenues wre sales
10 certain OEM customers who take possession of our products domesticslly and then distribute these products to their intexnational
costomers. In sddition, included in revenues from Western Europe are sales to cenain OEM customers who take possession of owr
products in Jisuribution centess designaied for international-bound product and then disuibute these products among various
intemational regions. Our miX of snternationa) and domestic sevenue can, thesefose, vary. depending on the relative mix of sales to

certain OEM customers.
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. Gross Profit- .

' Gross profit margin of 56% for the three months ended Ociober 31, 2004 seflects a 210 basis point decling from the gross profit -
margin of 58% for the three months ended October 31, 2003. Costs of oods sold consists of product costs, which are gencrally
variable, and manufacturing operating cost, which include both variable and fixed expenses. Product costs as a percentage of sevenue
increased approximately 1.0% due to Jower product revenve and revenve growth in lower margin service products, which were
parvally offset by higher margin sofiware sales and Jowesed component.costs. Manufacturing operating costs as 2 percentage of

_revenue increased 1.1% due 1o the seleasc of inveniory-related sesesves dusing the third quarter of fiscal 2003 and higher product
royalty charges during the third quarter of fiscal 2004. . T

For the ninc months ended Ocicber 31, 2004 and 2003, gross profit margin was 56% and S8%, respectively, reflecting a
decrease of 200 basis points. Psoduct costs as a percentage of revenue incicased 0.5% due 10 lower product sevenves and growth in
Jower margin service products, which wese partially offset by increases in higher margin sofiware sales, Jower component costs and
the one-time increase in revenve due 10 revoaciive ESCON service fees. Manufacturing opersting costs.as s percentage of revenue
_incressed 1.5% due primarily 1o the release of inveniory-relsied seserves and obligstions of approximately $2.7 million or 0.9% of the

‘nine-month 2003 gross margins reported above. , '

In anticipation of the c9mpcxixive~driven and natural decline in selling prices, we contintie 10 drive cost advantages through our
engineering and manufacturing processes. In April 2004, we announced the availability of the lower cost vessions of owr second-
generation switch technology and began shipping the lowes cost versions of owr director components. Through these actions, we
anticipate gross profit margin will remain in the mid-50 pescent range through the fourth quarter of fiscal 2004, '

) Opemn';lg Expenses - . A E .

Research and Development Expenses. Reseasch and development expenses consist primarily of salaries and relsted expenses for
personnel engaged in engineering and R&D activities; fees paid 1o consultants and outside service providers; nonrecoring
enpineering chasges; prototyping expenses selaicd to the design, development, 1esiing snd enhancement of owr products; deprecistion

sclzted 10 engineering and othes 151 equipment; and IT and facilities expenses. '

For the 1hsee months ended October 31, 2004, research and development expenses decrensed $0.8 million to $22.8 million
compared with $23.6 million for the thiee months ended October 31, 2003. Research and development expenses seflect the net impact
of capitalized sofiware development costs which reduce research and developmient expenses when secorded on the balance sheet and
eamortized against cost of goods sold upon introduciion of the software product, In the third quaner ended Ociober 31, 2004,
capitalized sofiware costs were 56.0 million compared 10 $2.2 million for the three months ended October 31, 2003. These costs vary
in conjunction with' siages of development of ovur zpplication software, our new direcior and switch products and related firmware
sofiware. The decrease cavsed by the capitelization of sofiware development expenses was pariially offset by 3 $1.0 million increase
in pexsonnel selated expenses atuibuiable 10 our third quarier 2003 acquisiions and a $1.5 millicn incsease in spending related to
product development and testing of our new products scheduled for gencral availability in the Jourth quarier of fiscal 2004 and the

first quarter of fiscal 2005. )

For the nine months ended October 31, 2004, resemch and development incressed by §9.4 million to 370.0 million as compared
with $60.5 million for the nine months ended Ociober 31, 2003. This increase was primarily due 6 & $8.2 million incyease in .
personne) related expenses attributable 1o fiscal 2003 eequisitions and a $8.7 million increase in spending relsted to new product
development and 1esting. This increased spending was panislly offser by increases in the capitalization of sofiware development costs
during fiscal 2004. Capitalized software costs for the nine months ended Ociober 31, 2004, increased 10 $12.9 million as compwred w0
$4.8 million for the nine months ended October 31, 2003,

Selling and Markeiing Ezpenu:; Sales and marketing expenses consist primarily of salaries, commissions and related expenses
for personnel engaged in mawketing and sales; costs associaied with promotional and travel expenses; and IT and facilitics expenses.

" For the three months ended October 31, 2004, selling and marketing expenses increased $3.2 million to 326.8 million as
compared 10 $235 million for the three months ended Ociober 31, 2003. This increase was primarily duve to s $1.8 million increase
for personnel expenses as well a5 increases in equipment costs, and adeshow and marketing sctivities totaling $1.4 million

For the nine months ended Ociober 31, 2004, selling and marketing expenses increased by $4.0 million 16 $74.5 million as
compared 10 $70.5 million for the nine months ended October 31, 2003. Increases in pessonnel, ravel and equipment costs of $4.8
million in fiscal 2004 wese offset by a $1.0 million decrease in customer acquisition costs from the nine months ended October 31,

2003 anssbutable 1o two new OEM contracis signed during that pesiod.
' 19




S P SRR 110111 1 AR

MCDATA CORPORATION FR Donnelley Proflg_ G ~"=OCH) surestde __O4-Dec-2004 0413 ESY 16222 TX28 1
- TCDATA CORPORATION - - ] . N MV &

Page ) o2

General and Administrative Expenses. General and sdminisative expenses consist primarily of salaries and related expenses for
corporate executives, finance, human resowces and invesior selations, as well as sccounting and professional fees, corporate Tegal
expenses, other corporate expenses, and IT and facilities expenses. '

For the three months ended Ociober 31, 2004 and 2003, respective, general and adminisuative nﬁemu were $5.8 million and
$8.) million. For the nine months ended Octobes 31, 2004 and 2003, respectively, general and administrative expenses were $198
million and $21.8 million. These decreases over prior yeas arc gmibmab!e 10 several liigation matiers the Company was involved in

“during fiscal 2003 which wese subscquenty setiled. © -

Amonization Of Purchased Iniangible Assess. Amortization of purchased intangible assets was $5.6 million ind $2.5 million for
* the three months ended Ocober 31,2004 and 2003, respectively; and $17.2 milion and $2.6 milliog for the nine monihs ended
Ociobes 33, 2003, Tespectively. The increases were the result of ovx fiscal 2003 sequisitions throvgh which we recorded
appreximately $113 million of amortizable inuangible assets. These asseis are being amortized on 8 soaight-line basis over » period of
- one to nine years. ' | Co .
" Amortization of Deferred Compensation. Amontization of deferred compensation was $1.0 million for the three months ended ‘
Ociober 31, 2004, and $5.7 million for the three months ended October 31, 2003 (of which approximately $26,000 and $285,000 was
included in cost of evenve, respectively). Deferred smortization expense of $4.8 million was recorded for the nine months ended -
October 31, 2004 and $8.6 million for the same period October 31, 2003 (of which spproximately $162,000 and $355,000 was ©
sncluded in cost of revenue, respectively). We have 1ecorded deferred compensation in connection with Class B common siock
options granted prior 10 OUT Angust 9, 2000 initial public offering (PO) and vestricied Class B stock grants granted through owr equity
incentive plans. In addition, we issued approximately 1.0 million shares of Class B restricied common stock with vesting periods :
ranging from 12 10 24 months in connection with our scquisitions during fiscal 2003. We sre amonizing all deferred compensstion on
s sraight-line basis over the vesting period of the applicable options and siock awazds. Defenred compensation expense selated 1o
these awatds will decrease a3 the awards become fully vested over the following 1wo to five years

»

. Resiructuring Charges.1n he fourth guaner of fiscal 2003, we announced that we were taking cenain cost improvement actions,
which included a workforce reduction and facility conselidarion. During the nine months ended October 31, 2004, we compleied our
planned closure of ot Totonmo engineering facility and recorded an spproximate $1.1 million restructuring charge felated o this
closure, In additon, we incurred 2n additicnal $279,000 resuuciuring charge in Fiscal 2004 for addiional severance-telsied and other
costs as we finalized the reduction in workforce tha! was initiaied in the fourth quanes of 2003. As of Ociober 31,2004, all planned
activities under this plan had been completed and all remaining sccrued lisbilitics were peid or sentled.

Interest and Other Income. Interest and other income consisted primarily of interest camings on our cash, cash equivalents and
varjous inveszment holdings. Interest and other income decreased 10 $1.6 million for the three months ended October 31, 2004 3
" compared with $1.9 million for the thsee months ended Ociober 31, 2003, Intesest and other income decteased ta $4.3 million for the
nine months ended Ocicbes 31, 2004 as compared with $5.5 million for the nine months ended October 31, 2003. This decrease in
income Jeflecis the use of 2 pontion of our investment portfolio 10 fund our thisd quaries 2003 acquisitions. Fluciuations'in our
investment balances as well a3 fluctoations in interest raies could csuse our investment income 10 vary between periods.

Interest Expense. FoI 1he three months ended Octobes 31, 2004, interest expense increased-slightly 10 $0.4 million compared
with $0.2 million for the three months ended October 31, 2003, For the nine months ended October 31, 2004, interest expenss
decsensed $1.6 million 10 $0.9 million compared 10 $2.5 million for ihe nine months ended Ocrober 31, 2003: The decrease in interest
expense fiom the nine months ended October 31, 2003 10 2004 was awribuiable 10 the imerest rate swap which was established during
the third quarter fiscal 2003. This interesi-rate swap sgreement has the economic effect of modifying ihe fixed imerest cbligations
sssociated with our convenible debt so that the interest ppysble on the majority of the debt effectively becomes variable based on the
six-month London Interbank Offered Rate (LIBOR) minus 152 basis points. The reset dates of the swap are February 15 snd Avgust
15 of each year vmiil maturity on February 15,2010, On Avgust 16, 2004, the six-month LIBOR seiting was 1esel 0 1.92%, resulting

.

in 3 1aic of approximately 0.4%, which is effective until February 15, 2005, Significant increases in interest rates in future periods
could significantly increase inierest expense. -

Provision for Income Taxes. The Company has recorded tax expense for te nine months ended October 31,2004 even though
the pre-12x resuli on the books is & loss. This is due primasily to 1axes paysble in foreign jurisdictions where the net axable income
will be pasitive. No 182 benefit is sealized currently fos the book Joss or available 1ax credits as the Company has established &
valuaton allowance against jis entire domestic net deferred tax asseis. The tax provision for the ihree and nine months ended October
31, 2003 includes a non-cash chasge of $38.7 million relsted 1o recording a valuation allowance against defened 1ax assess,

We are subject 10 sudit by federal, state and foreign tax authorities. These sudits may resvlt in additional tax labilities. We
account for such contingent lisbilities in accordance with SFAS No. 5, Accounting for Contingencies, and believe that we have
sppropristely provided for (sxcs for all ycars. Severa] factors drive the calculation of our 1ax reserves including () the expiration of
<tatutes of limitstions, (if) changes in 12x law and rcgulations, and (3if) seulements with 1ax suthorities. The occunrence of any of these
events may result in adjustments to ous seserves ihat could impact our yeporied financial results,

s
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" The Internal Revenue Service i
2002. An audit of these ycars is mand:

5 currently conducting an audit of the Company’s US income ta setarns for 2000, 2001 and
ated by the procedures for Joint Commiliee cases due 1o the carry back of tax Josses from the

2001 and 2002 18X yeass 10 2000. In sddition, the state of Colorado has completed a review of income tax 1etorms filed by the '

Company with the siae fof 2001 snd 2002, We received not
would be proposed with respect 10 those rewurns. - .

Liquidity and Caﬁul Resources L . : . ‘
Ouwr financia) condition semains solid. At Ociober 31, 2004, cash, short- and long-term investments were $303 million compared
10 spproximately $317 million as of January 31, 2004, These balances include approximately $5 million of restrictéd cash that we are

cash predominantly }

" sequired 10 mainiain in selation 10 the interest rate swap we have execuied in connec
n debt and equity insuuments that are highly liquid, of high-qualily investment grade, and peedominantly have

fication from the siaie suditor on Novermbes 4, 2004 tha no changes

tion with our cogverible debt. We invest excess

maturities of less than three years with the intent 10 mske such funds seadily available for opersting purposes, including expansion of
operations and potential acquisitions or other transactions. : ; i

We believe our existing cash, short-tenm snd long-term investment balances, and cash expecied to be generated from futase
operations will be sufficient to meet ouf capital and operating reguirements at Jeast through the next twelve momths, although we
could be requited, or could elect, 1o seck additions) funding prior 1o thal lime. Our future capital requirements will depend on many ° o
of sevenue growth, the timing and exient of spending to suppan development of new producis and

fsctors, including our 73i€

expansion of sales and marketing, the 1iming of new product imroductions and enha
scceptance of owr products.
‘In summary, our cash flows were:

SowrceNuse) (in thousands)
O T 1 P L AU AL I

Net cash used

The decrease in cash
for non-cash charges inc

; o o -
investing sciivities

"

ncements 10 existing products, and market

- ra‘“ﬁ;brw T L en)
R S L 1 R L O v B
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provided by opesating sclivities reflects the net Joss for the nine months ended October 31, 2004 adjusted '

uding depreciation, amortzation, deferred compensation snd changes in working capital ficms. Wor

capital items snelude accounts receivsble, inveniories, othes current and non-current assets, accounts payable, sccrued liabilities and’
deferred revenue. Accounts seceivable was a use of $1.5 million in the first nine months of fiscal year 2004 compared 10 » use of
$23.5 million in 1he first nine months of 2003. Days sales outsisnding (DSO) was 60 days and 58 dsys for the nine months

Ociobes 31, 2004 and 2003, 1espectively. The change between years is he result of )
the quarter. The use of cash of $13.6 million during the first nine months of fiscal 2004 for the net purchase
of inveniories compases (0 ibe $5.5 million use of cash during the same pesiod of fiscal 2003. The incressed purchasing reflects the
build of inventories surrounding the next genesation of products that aze currenty in the pxe-pto_d\fdion phase. For the nine months
ended Ociober 31, 2004, cash provided from accounts payable and accrued Nabilities was 520,000 compared 1o the $17.7 million
months ended October 31, 2003, This change refiects the timing of paymems of vendor invoices as well 55

finearity of billings within

source of cash for the nine

an $11 million payment ms

smendment.

the iming and collections compared 1o the

de during the second quasies of fiscal 2004 10 EMC in connection with the ESCON service agreement

The decrease in net cash used by investing activities reflects the fiscal 2003 vse of cash proceeds for the acquisitions of Nighan

and Senera and ous equity

of convenible subordinated notes 10 pusc

ancing activilies during the nine months ended October 31, 2004 reflects the Company's plm:hue of
$10.1 million. This use of cash js panially offset by proceeds from the jssuance of commos stock from stock option

Net cash used by fin
veasury stock fos

investment in Aarchi. In addition, the use of cash also 1¢

flects the use of cash proceeds from the issuance

hase ipvestments in the nine months ended Ociober 31, 2008,

exercises and purcheses under the Company's employee siock purchase plan. In February 2003, we ;ssued convenible subordinated
notes of $172.5 million in principa) amount, with proceeds of $167 million. The 2.25% convertible subordinsted notes mature in
Febrvary 2010, unless converied into McDATA common s1ock a1 a conversion price of $10.73 pes share, subject to certain

convession price adjustme
into share option ansacho

nts. Offsetting these net proceeds in fiscal 2003 were the
lassified as sestricied related to our interest rate Swap sgreement.

s and $5 million of cash being ¢
21

use of 520.5 million of those procecds 10 cter
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Qanlam:z Sheet Arrangements .

Other ihan facility and equipment Jeasing asrangements, the Company does not engage in off-balance sheet financing sctivities.

. During its normal course of business, we may entes into agreements with, among others, customers, resellers, OEMs, sy sicms
integrsons and disuributors. These sgreements typically require us 10 indemnify the other party against third panty claims or product
infringements on patents or copyrights. We provide indemnifications of varying scope and size to cerisin customers sgainst claims of
intelleciual propesty infringement made by third panies arising for the use of our producis, We have also indemnificd our former -
pasent, EMC, for any income taxes arising out of 1he:dismibution of our Class A common siock in February 2001. In addition, the

. majority of these indemnities, commitments and guaiantees do not provide for any limitation of the maximum tal future
" . payments we could be obligated 10 make. We cvaluste and estimsie Josses fiom such indemnificatigh undes SFAS No. 5, Accounting
for Contingencies, a3 interpreted by FASB Intespretation No. 45. To date, we have not incurzed any materia) costs a3 a sesult of such
obligations and have not accrued any liabilities 1elated 10 such indemnification and guarantees in ous financial stalements. S

.Commitments .
The Company has contracied with Sanmina SCI Systems, Inc. (SSCT), Solectron Corporation (Solectron) and others
{collectively, Contract Manufactusess) for the manufsciure of printed circuit boards and box build assembly and configuration for
specific multi-protocol directors and swiiches. The agreements requize the Company 10 submit purchasing forecasts and place orders .
sixty cslendar dsys in advance of delivery. At October 31, 2004, the Company's commitment wilh the Contract Manufacturers for -
purchases over the next sixty days totaled $62.7 million. The Company may be lable for matcrials that the Contract Manufacturers
puychase on McDATA's behalf if the Company’s actual requirements do not meet or exceed jis forecasts and those materials cannot
be redirecied to other uses. At Ociober 31, 2004, the Company had recorded obligatins of approximately $6.6 million (Sce Note 4)
primarily selated 1o materials pwchased by the Contracy Manufaciusers for cenain end-of-life and obsolete material. Management
does not expect the semaining commitments under these agreements 1o have a matesial adverse effect on the Company®s business,

1esults of operations, financial position or cash flows.

¢ Company sold $172.5 million of 2.25% convenible subordinated noies due February 15, 2010 (the Notes).

In February 2003, th
=% fete awe Flace & rommnn sinck at conversion rate of 93.3586.shares per $1,000 principal amount of notes



